economic activity has exceeded the average decline in prior postwar recessions (charts 1 and 2). Despite this sizable drop in real ontpnt, large commercial banks have increased substantially their loans to domestic business firms. Business loans at large commercial banks rose at an 18.6 percent annual rate from July 1981 through June 1982. There has been little net change in those loans since june 1982.' In contrast, business loans rose no more than about 3 percent above the peak month level during the other recessions shown in chart 3, 2 'Authorization for U.S. banks to begin operation of international banking facilities (ll3Fs) in December 1981 complicates analysis of growth in business loans at comim'rcial banks in recent months, Some ofthe loans to non-U.S. addressees that had been i-c-ported as assets of U. S. domestic offices of commercial banks have been shifted to their IBF's, thus reducing the amount ofloans included in the series on business loans b) U.S. offices of commercial banks. Such a bias is eliminated from tile business loan data used in this article by-subtracting from total business loans by large, weekly reporting banks tlseir loans to non-U.S. addressees. The breakdown in tlse data between loans to U.S. addressees and non-U.S. addressees of weekly reporting banks begins in 1979. Data on business loans before 1979 used in tllis article are total business loans of weekly reporting banks. 2 With one exception, recession periods are tlsose speciuieri liv tile National Bureau ofEconomic Research. Tile National Bureau indicates that one recession began after November 1973 and ended in March 1975 . The decline in economic activity from late 1973 through early' 1975 llad two distinct phases. In the first phase from late 1973 through about September 1974, the rlecline in eeOllomie activity i-elected primariy the eiThets ofa reduction in tile supply of oil, Be~nningin tlse fall of 1974, economic indicators reflected the more usual symptoms ofa decline in economic activity due to a slowing in growth of aggregate demand. Since the objective of comparisons across recession periods is to determine the usual patterns of various series whets there is a slowing in growth of aggregate denlaisd, September 1974 is considered tile peak montll of that recession, with MardI 1975 the trough nlonth. For an analysis of this i-ecession, see Norman N. liowsiler. "Two Stages to tile Current Recession." this Review (Jtnie 19751, pp. 2-S. Some analysts claim that the rapid growth of btisiness loans during this recession reflects an increase in the total funds raised by businesses to alleviate their financial distress and, therefore, provides further evidence of the severity of the current recession. Other explanations for the rapid growth of business loans by commercial banks also suggest a rapid expansion of total funds raised by firms in the nonfinancial business sector, prompted by various other causes. This article investigates whether these explanations are accurate; eIieeisthee'eregeeilhe'e ere~,edthe fel]eeie~perth q'erters. IV/1948 IV/ , 111/1951 IV/ , 10/1957 IV/ , 11/1900 IV/ . 19/1969 IV/ , cci 1/1980 The shedrd c,,c I, the estee etch,,, p'''e'"ee,.
that is, whether the total hinds raised by nonfinancial business firms, in fact, have increased at an unusually rapid rate during this recession. The evidence presented here does not support these explanations for the growth in hank loans to business firms. The aspect of business finance that is unusual in the current recession is not the amount of total funds raised, hut the relatively large share of funds raised from short-term sources, incltiding bank loans, and the small share from long-term sources. There is a problem with such evidence, however. Increases in depreciation charges against taxable income allowed under the Economic Recovery Act of 1981 have reduced pre-tax profits, hut have increased the firms' cash flow. A more relevant measure of funds generated by businesses from their operations is U.S. internal funds, which equal profits after taxes, less dividends, plus depreciation charges. The percentage decline in internally generated funds during the current recession is about average for postwar recession periods (table 2) . Therefore, the data do not support the contention that firms have increased their borrowing to offset declines in internally generated hinds.
Another explanation that has been offered hr the rapid growth ofhusiness loans involves the response of businesses to an increase in the penalty interest rate on unpaid tax liabilities. Effective in early 1982, the penalty interest rate on delinquent income taxes of According to the flow of funds data released in May 1982, the difference between income tax payments by firms in the nonfinancial corporate sector and their accrued tax liabilities (at seasonally adjusted annual rates) was unusually large in 1/1,982 (table 3) . This measure indicates the amount by which current tax payments exceed (or fall below) the tax liabilities incurred on current incomeS Revised data indicate that the difference between income tax payments and tax accruals was substantially smaller in 1/1982 than indicated earlier, and that the amount by which tax payments exceeded accruals was relatively small in II! 1982. Tax payments exceeded accrued income taxes by Business fixed investment as a proportion of total spending generally falls sharply throughout recession periods. This cyclical pattern was delayed in the current recession until the second and third quarters of this year (chart 4). Nonresidential fixed investment as a percentage ofnominal CNP was higher during the first two quarters of the current recession than at the cycle peak, whereas that ratio was below that of the peak quarter by the second quarters of other postwar recession periods.
The relatively large proportion of business fixed investment to total spending through the first quarter of this year appears to reflect a response to new incentives for investment in the Economic Recox'erv Act of 1981.' Besides increasing tax incentives fbr in- sion at rates comparable to the declines in prior recessions (table 4) . Thus, the sharp decline in business inventory investment more than offset the growth of fixed inyestment.
S!zare ef Fun.ds Raised by Bnsi.ness ternis
The issue of whether business firms have been raising funds at rates that are typical for a recession period can be investigated directly by examining the total funds raised by the nonfinancial corporate sector relative to the funds raised by the entire private sector. The share offunds raised by nonfinancial firms tends to rise during recession periods (chart 5). Thus, the increase in the share of funds raised by business firms during the current recession is typical of the pattern in previous recession periods.
THE COMPOSITH)N OF ROSIN Ff5 (/REDH'
The rapid growth of business loans at commercial banks during the current recession is unusual. The possible explanations cited above all suggest that the growth of total funds raised by business firms should he rapid, yet this is not the case. The share of funds business firms raised by borrowing from commercial banks, therefore, must have been unusually large during the current recession, with relatmyely small shares of funds raised from other sources.
The growth of business loans at commercial banks has not been accompanied by a decline in commercial paper outstanding. Business loans at large commercial banks plus commercial paper outstanding issued by nonfinancial firms have risen more rapidly during the current recession than in the two previous recessions (chart 6).
The share offunds raised by nonfinancial firmsfrom long-term sources has been unusually low during the current recession. Businesses raised hinds during previous recessions primarily by issuing equities, bonds and mortgages, and actually reduced short-term debt in some periods (indicated by the ratio in chart 7 above unity). The share of hinds raised from these long-term sources has increased in each quarter of the current Lote,t data plotted, 3rd q,orter about 60 percent, and the growth of business loans by large commercial banks slowed sharply. Thus, the maturity distribution of funds raised by firms in the nonfinancial corporate sector in 111/1982 was more typical of prior recessions than of the current recession.
This article does not provide an explanation for the relatively limited amount of long-term financing by nonfinancial firms during most of the current recession. None of the reasons cited at the start ofthis article is adequate for this purpose. Similarly, a comparison of the patterns of long-term and short-term interest rates over the current and past recession periods does not indicate why the share of funds raised from longterm sources should be different during the current recession. During prior recessions, the yield on corporate Aaa rated bonds was stable relative to the wider movements in the yield on four-to-six-month prime commercial paper, and this short-term rate declined relative to the long-term rate during the recession periods (chart 8).
Thus, businesses increased the share of funds they m'aised from long-term sources during the past recessions, despite the decline in short-term interest rates relative to long-term rates. The pattern of short-term and long-term interest rates during the current recession has been similar to that ofprevious recessions, hut during the current recession prior to 111/1982, businesses did not shift to long-term sources of finance as they did during earlier recession periods. CO.NWJSIO.N S Loans to domestic business firms by large commercial banks have risen rapidly during the current recesJ~sion. Some analysts have claimed that business credit demand has been unusually strong as a consequence of the unusually weak economy, Total hinds raised b business firms, however, have not increased at an unusually rapid rate during the current recession. The unusual aspect of business finance during the current recession has been a relatively low proportion of funds raised from long-term sources, including bonds,~e quities and mortgages. This relatively low share of funds raised from long-term sources has been aecom-
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panied by rapid growth of short-term business credit,
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including loans from large commercial banks. 
